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ogous to the gross earnings tax, does not possess all its
advantages. The business may be large but not lucrative.
An extensive business does not mean even proportionally
extensive gross earnings. The business transacted is an
exceedingly rough way of ascertaining the prosperity of a
corporation. It affords no accurate test of proftts, and fails
to take account of the personal equation which niay make all
the difference between good and bad management. Clearly,
the tax on business is but a clumsy device.

The dividends or the capital stock according to dividends.
Economically speaking these taxes are the same; but from
the legal point of view, at least according to the opinion of
the Supreme Court, there is a decided difference. The dis-
tinction is brought out in connection with the subject of
extraterritoriality, and will be fully discussed below. We
are here dealing only with the economic problem.

The dividends tax, it may be said, is good so far as it goes;
but it does not go far enough. It is indeed true that some
of the objections are slight. Thus it has been contended that
this tax fails to reach the profits which are not divided but
which are simply put into a reserve fund; and some com-
monwealths have even sought to obviate the supposed diffi-
culty by providing that the tax should apply to the dividends,
whether declared or merely earned and not divided. This
objection, however, is not of great importance; for even if
the undivided earnings are not taxed, they go into the reserve
or surplus fund; and as this increases the corporate capital,
it must in the long run lead to increased earnings on the
larger capital. Since the surplus cannot be increased indef-
initely, it will ultimately find its way to the shareholders as
dividends, and thus become liable to the tax.

Another objection which might be urged is that a cor-
poration may devote a portion of its earnings to new con-
struction or to new equipment. This expense may be
defrayed out of profits, instead of from the capital or con-
struction fund. The dividends in such a case, it might be
said, do not represent the actual earning capacity of the enter-